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A m e r i c a n  I n s t i t u t e  o f  A c c o u n t a n t s  
135 Cedar St., New York
“ Control of the public purse, in the final analysis, rests with the legislative 
body. This body designates the sources from which money may be raised 
for the support of the government; it specifies the general purposes for which 
this money may be spent; it shapes the administration to perform the work 
which it thinks is necessary to the well-being of the citizens. In order to be 
assured that its wishes, as expressed in law, are being properly carried out. 
the legislative body must have some means of checking the income and the 
outgo of the government, of reviewing the methods and processes of the ad­
ministration. This is attained by an independent audit of the accounts and 
records kept by the administration under the direction of the executive. Such 
audit is a necessary and final step in the completion of the system of budgetary 
control. Only through this audit can the legislative body be assured that the 
executive is carrying out the budget according to the general policy defined 
in the law and also in keeping with the stipulations set forth in the appropria­
tion and revenue acts.”— A . E. B u c k , Public Budgeting.
Introduction
Public business in the United States has assumed the proportions 
of a major industry. In one or more of its many phases—national, 
state, county, city, public school and numerous other units— it affects 
the life and welfare of every citizen. Every citizen is a “ stock­
holder” in this gigantic enterprise, and as such is entitled to a full 
accounting from his representatives.
Much public business is honestly and efficiently conducted. Evi­
dences of contrary results appear, however, and emphasize the im­
portance of an independent check on the financial activities of pub­
lic bodies and officers.
The methods of engaging auditors for governmental agencies are 
very unsatisfactory and the scope of the audits and reports often 
have been seriously deficient. In many cases it has been the prac­
tice of public officers to call for bids and to award audit contracts on 
the basis of the low bid, without regard to qualifications of bidders 
or scope of the examinations expected. Many competent account­
ants have declined to participate in such procedure, because others 
less competent have offered to do the work for a fraction of the fair 
value of proper service. Such audits have failed to provide the 
service expected or needed from them, and officers and public have 
been disappointed and dissatisfied.
In the hope of bringing about improvement in this important 
matter, the Special Committee on Governmental Accounting of the 
American Institute of Accountants has prepared this bulletin setting 
forth the principles which in its judgment should apply in the 
audits of governmental bodies. It is my belief that its suggestions, 
if followed, will be helpful to public officers, accountants, and in­
terested citizens alike, in the improvement of this important matter.
John F. Forbes, President
San Francisco 
March 1, 1934
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Audits of Governmental Bodies
Prepared by the 
American Institute of Accountants’
Special Committee on Governmental Accounting
A udits A re Essential
It is an accepted principle of honestly conducted private business 
that the accounts of every business enterprise should be audited 
regularly by independent auditors not associated with the organiza­
tion. This is because bitter experience has impressed upon business 
the necessity of having some qualified disinterested party examine 
its accounts and fearlessly report his findings thereon. Disasters so 
great have overtaken investors in enterprises that Congress recently 
felt compelled to enact the Federal Securities law requiring that in­
dependent audits by qualified independent accountants be made in 
every case in which a business undertaking offered its securities to 
the public. Prior to that time, such bodies as the New York Stock 
Exchange followed by the New York Curb Exchange, the Chicago 
Stock Exchange and the New York Commodity Exchange had 
issued rulings that all applicants for listing would be required to 
submit financial statements certified by independent auditors and 
would be required to agree to submit independently certified state­
ments to stockholders annually thereafter.
The audit of public bodies is equally or even more important. 
Public bodies are responsible to the citizens whom they represent 
and as trustees they accordingly should make an accounting to the 
citizens. Such an accounting can not be made thoroughly except 
through the medium of an independent audit. Even with an ef­
fective and comprehensive system of internal check in any govern­
mental body or public institution, an examination by competent 
independent outside accountants is needed, for its moral effect on 
the administrative staff and its reassuring effect upon the public.
A udits A re Beneficial
Public officers who receive or disburse public moneys or keep 
accounts of such transactions are entitled to an independent audit 
which will indicate that they have properly accounted for all funds
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for which they are responsible. They are entitled to be “ checked- 
in” and “ checked-out”  of office. Both occasions are equally im­
portant. Public officers are entitled to have these audits made at 
the expense of the public body which they serve. Every public 
officer who has financial responsibility of any kind should insist on 
such audits for his own protection.
The legislative body, representative of the people by whom it is 
elected, has final responsibility and authority in all matters of finance, 
and must rely on an independent audit for assurance that its acts 
have been carried out.
The public requires the assurance of the independent audit that 
the officers whom it has elected have properly carried out their 
duties and responsibilities, and that public funds have not been 
misapplied.
A  further benefit of the independent audit to all concerned is that 
of a critical review of the effectiveness and economy of the procedure 
and system in use. The independent auditor, by his training and 
experience, can usually quickly detect weaknesses in the system of 
control and internal check which is in effect. He can also render 
valuable advice on the financial program and condition, and offer 
assistance in the preparation of regular financial reports. A  plan 
of “ continuous” audit, whereby the auditor makes periodical exami­
nations during a fiscal period and prepares or reviews the regular 
financial reports, is of much advantage to both parties. Verification 
by the auditor of data submitted in connection with proposed debt 
issues is valuable both to public bodies and to investors.
W ho Should Make the A udit ?
The independent audit should be made by a public accountant, 
preferably a certified public accountant, who has complied with all 
state regulations which may apply. Such a public accountant is 
specially trained for this exacting work. His experience is of a 
wide character. He is in a position to act with freedom and to 
express fully his opinion. His jealously guarded professional 
standing will not permit him to omit essential information from his 
report.
When one government is given supervision over the finances of 
other governments or institutions, the necessary audits of the sub­
ordinate bodies should be carried out by public accountants. The 
superior government should indicate the standards and requirements 
of such audits and the contents of reports, and should take the re­
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sponsibility for such disciplinary measures as the reports may indi­
cate to be necessary. It should interpret laws relating to local 
finance and see that those laws are observed. The audit by public 
accountants is of material importance, even when examinations are 
made by state departments, and the two should supplement each 
other.
Public accountants engaged for governmental audits preferably 
should have special knowledge of that field of accounting. General 
knowledge of accounting and experience in the audits of private 
business, while of great value in governmental audits, are scarcely 
sufficient to insure a satisfactory audit of a public body. Special 
preparation in this field is essential and experience in audits of this 
kind is desirable.
T he A udit Contract
Auditing is professional service. It can not be satisfactorily en­
gaged on the basis of competitive bidding and award to the lowest 
bidder. Like legal, surgical or other professional work, its quality 
depends on the learning and skill of the individual. Such service 
can be satisfactorily procured only on the basis of ability to perform 
the work desired.
The most satisfactory method of engaging an auditor is for the 
public body to select on the basis of inquiry, by committee or other­
wise, a firm of accountants or an individual accountant believed to be 
the best qualified for the work and in a position to render the most 
satisfactory service. This firm or person should then be called in 
and an understanding reached as to the scope, the basis of charge 
and the approximate cost of the audit. The financial basis of the 
arrangement should be at a fixed rate per diem. It is usually im­
possible for the accountant to make any reliable forecast of the time 
which will be involved. When the law, the provisions of a charter, 
or similar governing codes require that limits be imposed upon the 
expenditures, and when the nature of the work to be performed will 
permit reasonably accurate estimate of volume of work to be per­
formed, a total maximum charge for the work undertaken may be 
agreed upon, not to be exceeded without further authorization.
There should be a definite understanding as to the scope of the 
audit. The standard audit procedure recommended by the Na­
tional Committee on Municipal Accounting should be used by the 
auditor as a guide. The extent of detail which may be required in 
the examination of the accounts will depend on the completeness and
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effectiveness of the financial records and of the system of internal 
check, unless conditions suggesting fraud are suspected or discov­
ered, requiring a more detailed investigation.
If it is necessary to consider proposals from more than one auditor, 
the conditions of all proposals should be uniform and in accordance 
with the foregoing provisions. On receipt of these proposals a 
careful investigation should be made as to the qualifications of those 
submitting proposals to do the work in question. The award should 
then be made on the basis of ability and reasonableness of fee. Abil­
ity, however, should be the governing factor.
The public accountant is a professional man of high standing and 
fair dealing. The committee making the selection can by very little 
effort obtain, from satisfactory and trustworthy sources, full infor­
mation regarding the standing, both as to integrity and ability, of 
any public accountant. If the selection is made on this basis, full 
reliance can be placed upon the accountant to conduct his examina­
tion as expeditiously as possible and with as little cost as possible.
T he A udit Report
The form and contents of the audit report should conform as far 
as practicable to the recommendations of the National Committee on 
Municipal Accounting, with due allowance for local conditions and 
requirements. It should include a readable summary which can be 
understood by all interested parties.
The report should be submitted to the officer or committee under 
whose direction it was made and should be transmitted to the legisla­
tive body. The report should be considered in detail by a proper 
committee and returned to the legislative body by such committee 
with recommendations. The report should also be submitted to the 
department of superior government having supervision over the 
finances of the unit under audit.
The report should be made available by the body audited for 
public examination. It should be submitted by that body to the 
press for examination and for publication if the press desires. If 
practicable it should be printed for public distribution.
[ N o t e .— The National Committee on Municipal Accounting is a joint com­
mittee of representatives of national associations of public officers and mu­
nicipal bodies and of public accountants, including the American Institute of 
Accountants. Its program includes the formulation of principles and terminol­
ogy for municipal accounts, reports, and audits. Its headquarters are at 850 
East Fifty-eighth Street, Chicago.]
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